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This study has been carried out to identify elements of service quality influencing customers’ 
preference towards Islamic Banking products and services in Malaysia. An alternative service 
quality measurement model called CARTER developed by Othman and Owen (2001) has been 
used particularly to address elements of compliance to Shari’ah in addition to Parasuraman’s 
service quality measurement of five original dimensions. Data collection covering 5 largest cities 
from 5 states and four regions of peninsular Malaysia has been sucessfully conducted in which 
1036 questionnaires have been returned. Respondents were randomly chosen from two of the 
largest banks in Malaysia in which one is Islamic bank; and the latter is conventional bank 
offering Islamic banking scheme products and services. Multiple Regression analysis has been 
used to determine critical elements of service quality in which respondents perceived more in 
influencing them to choose Islamic banking products and slervices. 
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1. Background of the study 
Islamic banking has over the years grown significantly worldwide with more than 
180 Islamic banks and financial institutions operating in Asia, Africa, Europe and the 
USA by end of 1999. In Malaysia, Islamic Banking has gone from strength to 
strength since the establishment of Bank Islam Malaysia Berhad (BIMB) in 1983, 
which marked a milestone in the Malaysian banking system as it provided an 
alternative to the existing conventional system. Due to significant increase in demand 
from the consumer, on March 4, 1993, the Central Bank of Malaysia (BNM) 
introduced a scheme known as “Skim Perbarikan Tanpa Faedah” (Interest-free 
banking scheme) which in later years known as Islamic Banking Scheme (SPI). In the 
mean time, Othman and Owen (2001) stated that the consequent increase in 
competition between conventional banks and Islarnic banks has made service quality 
factors a key differentiating factor for Islamic barks to improve their market shares, 
and profit positions. Hence, the measurement of service quality has become critically 
important for Islamic banks in order to better understand customer needs, wants and 
preferences. In Malaysia, research on Islamic banking or issues related to Islamic 
banking have been conducted by Haron, Ahmad and Planisek (1994 and 2000) in 
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